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UNITED STATES GOVERNMENT

MEMORANDUM

Date

Reply to
Attn of

Subject

To

June 16, 1993

John R. Winst0/
Director, OS~
SBAC Public Hearing Record

Donna Searcy
Secretary

The enclosed documents were received by the Small Business Advisory Committee
(SBAC) during its recent May 27, 1993 quarterly meeting and public hearing. They
are being forwarded to your office for official inclusion in the public record.
In all cases these documents are in reference to FCC General Docket # 90-314
(peS) and General Docket # 92-51 (Broadcast Capital Formation). All documents
are clearly marked as to the referenced Docket #.

If you have any questions or require additional information, please contact me
on 632-1571.
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FCC SMALL BUSINESS ADVISORY COMMITTEE if-1-s/
MEETING OF MAY 27, 1993 flE~Cl:~_, ". ",.c _

WASHINGTON, D.C.

WRITTEN PRESENTAnON OF BARRY D. UMANSKY"';OFRkUS""i"'" .
DEPUTY GENERAL COUNSEL ,'- - CH\C:(\\14t 2.... ',.n;;,',",.

NAnONAL ASSOCIAOON OF BROADCASTERS

Good afternoon. My name is Barry Umansky. I am the Deputy General
Counsel of the National Association of Broadcasters. NAB is a trade association,
based here in Washington, which represents over-the-air radio and television stations
and broadcast networks.

We have had a strong interest in the activities of this Small Business
Advisory Committee since its creation. We at NAB believe it is important for
broadcasters and potential broadcasters to be given greater access to capital. The
broadcasting industry -- particularly radio -- largely is comprised of small businesses.

In this regard, one primary goal is to make broadcasters eligible once
again for SBA loans, as is being advocated by several participants in today's dialogue.

. NAB also believes that the Commission should prOVide additional benefits
to minority broadcasters and minority entrepreneurs -- generically and specifically in

. the context of FM broadcasting. These advances include the proposed expansion of
the tax certificate program and the adoption of special provisions for minority
broadcasters under a new, and critically needed, FM station allocation and licensing
policy.

Finally, NAB believes there are many current and Mure ways, through
technical means and technological advance, whereby broadcasters can provide new
services and obtain additional revenue streams to support their locally-responsive
broadcast operations.

ACCESS TO CAPITAL

Now and in the Mure, broadcasters and potential broadcasters will need
greater access to capital. Perhaps one of the greatest impediments to this goal is the
Small Business Administration rule that makes broadcasters ineligible for SBA loans.
This so-called "opinion molder" rule serves only to impede greater program diversity.
The opinion molder rule, discriminates against broadcasters and, frankly, doesn't
make sense as applied to our industry.
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For several decades the Small Business Administration (SBA) followed a
policy of Rot granting financial assistance to otherwise eligible businesses when these
businesses engaged in the "dissemination of intellectual property" and, thereby,
"molded public opinion." The basis of this "media policy prohibition" was to "avoid
government interference, or the appearance thereof, with the constitutionally protected
freedoms of speech and press ...." The policy was adopted pursuant to the SBA's
"responsibility to consider the impact of loan programs on the public interest."

An exception to this media policy was made for commercial broadcasters
in 1978. This exception was based on the "extensive government regulation of those
industries by the Federal Communications Commission. II In its formal adoption of the
exception, the SBA pointed to the "equal time" and "fairness" components of the FCC's
regulatory scheme.

In 1986 the SSA rescinded the media policy exception, in light of the
FCC's "deregulationN of broadcasting and the FCC's 1985 Report on General Fairness
Doctrine Obligation of Broadcast licenSeeS. In this 1985 Report, sent to the U.S.
Congress, the FCC advocated the revocation of the Fairness Doctrine. (In 1987 the
FCC did eliminate the Fairness Doctrine, with the courts subsequently upholding this
regulatory action.)

The opinion molder rule -- as applied to broadcasting -- simply is not
wise public policy, especially at a time when there is a paucity of other lending sources
and when officials at the highest levels of government advocate additional funding for
small businesses. There is absolutely no indication that the grant of SBA loans
impermissibly impinged on First Amendment freedoms during the period when such
loans were available to broadcasters.

The SBA should rescind this rule or its applicability to broadcasters
immediately, with the support of NAB, of other persons and groups represented here
today, and of the FCC and its Small Business Advisory Committee. Such advocacy
and action should take place regardless of the legislative future of the Fairness
Doctrine, the demise of which apparently led to broadcasters again coming under the
scope of the opinion molder restriction.

Moreover, with the move of our industry to newer broadcast
technologies, access to capital -- from SBA sources or elsewhere -- will become even
more important.

There are many other ideas that have been and will be advanced today
to expand the funding of small business. NAB considers broadcast financing and
capital formation to be among the most critical issues for our industry -- and all these
concepts should be given a fair hearing.
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One concept that has been advanced -- granting a security interest in a
broadcast license to a lending institution -- is one where NAB has some serious
doubts. It is our feeling that if such a security interest were established, it might
function very much against the interests of broadcasters in situations where there were
a need for a "workout" with a lending institution.

EXPANDING THE FCC TAX CERTIFICATE PROGRAM

As the record clearly demonstrates, NAB was a prime mover in the
establishment of the current minority tax certificate policy. In 1977, NAB filed a Petition
for Rule Making requesting the Commission to extend its tax certificate policy to
promote minority ownership of broadcast facilities. And we believe the time has come
for this policy to be expanded.

One useful way for the tax certificate policy to become more valuable -
for minority and non-minority broadcasters -- would be for the FCC to expand the
number of reinvestment choices for an incumbent broadcaster transferring a broadcast
property to a minority buyer.

Currently, a broadcaster must reinvest the proceeds from the sale -
deferring the gains from that sale -- in a communications company holding an FCC
license. Because the Commission has significant latitude in adopting rules and
policies to implement Section 1071 of the Internal Revenue Code, we believe the
Commission should consider whether reinvestment in Q company that is the holder,
or which a subsidiary is the holder, of one or more FCC licenses should be sufficient
to defer recognition of the gain. Simply allowing investment in "media" -- FCC
regulated or not -- might make sense as well. By making it easier for sellers of stations
to reinvest proceeds from sales, the Commission will further its goal of increasing
diversity of ownership.

There are several other current proposals for expanding the tax
certificate policy. Many of these concepts were advanced in a petition submitted to
the FCC nearly a year ago by a coalition of interested parties. NAB believes that the
concepts embodied in this petition deserve thorough review by the Commission.

NAB recently has reiterated its view that the tax certificate policy should
be expanded, especially in the context of FM radio allocations and licensing. In a
separate Petition for Rule Making NAB filed last year, we urged the FCC to reevaluate
completely its FM allocation and licensing policy. Our concern is that FM radio is
replicating the AM experience. That is one of too much interference and too many
stations to be supported by the current radio slice of the advertising pie. FM radio
congestion is leading to impaired technical service and is making it more difficult for
stations to provide locally-responsive service.
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Radio's financial plight is evident by just looking at the numbers. An
appendix -summarizing current financial information on both the radio industry and the
television industry is attached.

This nation has more radio program diversity per capita that any other
country in the world. We believe that the future of FM radio should be based upon the
upgrading and redistributing of FM facilities to meet perceived service needs.
Correspondingly, we are asking the Commission to call a halt to the flood of om
stations. FCC Commissioners, bureau chiefs and other top agency officials all have
concluded that Docket 80-90 was a mistake. The Commission should respond to the
NAB petition and, among other things, act soon to delete fallow allocations and work
toward improving the technical quality and financial viability of the FM service.

However, this NAB FM petition also recommends that the Commission
institute greater incentives for minority entry into FM radio broadcasting. We have
suggested that, in addition to providing expansion of the tax certificate program, the
FCC should consider proposed minority ownership to be a factor sufficient to outweigh
the concerns of overpopulating a particular broadcast market, in order to satisfy a
need for additional minority outlets. Thus, NAB would support a concept whereby a
minority applicant might be treated differently -- and more favorably -- in terms of
adding a new station to the crowded radio landscape, for the purpose of improving
diversity within a particular market.

RADIO OWNERSHIP RULES

Because of the tremendous inter-indUstry competition among radio
broadcasters -- combined with the tremendous growth in the number of stations over
the past decade -- the FCC has allowed radio broadcasters to enjoy new economies
of scale. The FCC did this at a time when nearly 60% of all radio stations are losing
money. These new ownership rules are working to provide more effective competitors
in radio and equipping radio stations with greater financial wherewithal to succeed
today and to move toward new technology in the Mure.

NAB does not want the Commission to depart from the basic numerical
framework of its radio ownership rules. That is, we generally urge the FCC to retain
the current rules allowing an expanded number of stations that may be owned locally
and nationally. Certainly, there is ample evidence in the record to support the
expansion of the national numerical limits to 18 AM and 18 FM stations, and the
revision of the local duopoly rules to allow a reasoned and new level of economic
efficiency among stations in a market.

On the other hand, NAB believes that some of the petitioners for
reconsideration of the current radio ownership rules raise some valid points. These
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points concern the substance and procedure associated with the Commission's
adoption of rules allowing a higher level of national ownership where the additional
stations will be controlled by either minorities Q[ by small business entities.

In the radio ownership Memorandum Opinion and Order released this
past September, which modified the Commission's March, 1992, Report and Order,
the Commission restored an "incentive system- for additional national ownership
opportunities. But it did not continue the straightforward -minority control" criterion for
additional national ownership. Such a choice may well be at odds with current
Congressional limitations forbidding any weakening of the minority ownership
provisions previously found in the Commission's ownership rules. NAB, therefore,
believes the Commission would be wise to revisiting this matter as part of an overall
assessment of how to advance minority ownership in radio.

Similarly, NAB urges the Commission to look again at its proposed
incubator plan ~- whereby an even greater national number of stations could be
attained by a group owner prOViding financial or other assistance to either minorities Q[

small business entities. In comments filed at the FCC, NAB advised the Commission
to ensure that any new incubator plan not diffuse efforts aimed at increasing minority
ownership of radio stations.

ADDDlOMAL SERVICES, REVENUE STREAMS AND ADVANCED
TECHNOLOGY

At an earlier meeting of the Advisory Committee, a major topic of
conversation was the current and Mure aVailability to broadcasters of additional
revenue streams -- beyond advertising revenues from the sale of commercial time.
There also was an expressed interest in what new services broadcasters might be
able to provide in the Mure. Below is a brief review of these matters.

NAB and its members have been at the forefront of providing new and
diverse services through broadcast spectrum. Now with Washington policymakers
focussing on new technology, NAB is urging government to ensure that radio and TV
stations be given the opportunity to inaugurate many of these technologies for the
American public.

Current technologies employed by broadcasters -- in addition to their
main channel service -- indude the use of FM and TV subcarriers, along with AM
residual carrier power. Over their FM and TV subcarriers, broadcasters provide the
conduits for paging operations, telemetry, background music services and distribution
of data. AM station and FM station subcarriers are used for utility load management
as well. Many broadcasters also have found additional revenue streams through
leasing tower space to other communications providers.
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But the big advances for broadcasters -- in providing new services for
the public and obtaining new revenue streams -- may well be in the near future. The
digital age is coming to over-the-air broadcasting. The essence of high definition
television and digital audio broadcasting is the incorporation of digital technology. In
addition to providing much clearer audio and high quality pictures, this transmission
mode will allow broadcasters to provide additional data and other services to their
communities. This all can be done without further reallocation of spectrum for
broadcasting.

Tower ....lng

A station's transmitting tower is a valuable resource which can be used
by other communications users in the community and region. One way to supplement
station advertising revenues, at little additional cost, is to lease available tower space
to other communications companies.

About 85% of all radio stations own their transmitting towers. About 80%
of television stations own their own towers. Nearly 75% of TV stations owning their
own towers lease space to other companies -- usually to private land mobile
companies, radio paging companies and other broadcasters. Leasing on TV towers
has steadily increased in recent years.

Tower space leasing is less common among radio stations, with only one
out of four radio stations leasing extra space on their towers. But that number too
should grow as stations look more and more for additional revenue sources.

SubClaf" Slf'Yfctt

Both radio and TV stations can employ subcarriers to provide additional
services and enhance revenues. Approximately one-third of FM radio stations use
their subcarriers. In larger, metropolitan markets, that percentage is slightly higher.
According to data gathered a few years ago, some of the typical services provided
over FM subcarriers are telemetry, music, computer data delivery and radio paging.

Although we don't have reliable data on the number of such current
uses, AM stations have been relatively successful in using their -residual carrier power
to provide services such as utility load management, sending signals to devices
connected on power-consuming equipment~ air conditioners, water heaters, etc.)
found in homes. apartment houses and businesses. These devices typically regulate
the use of such equipment during times of peak electric demand.
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NEW BROADCAST TECHNOLOGIES

On the near horizon are other technologies that promise to increase the
services provided over broadcast spectrum and provide broadcasters with additional
sources of revenue.

Radio Broideut Dlta SII'\fIct

Now coming "on line" is the Radio
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No special FCC authorization is required to begin transmitting RBDS
data. In faet, ten radio stations in Las Vegas were equipped with RBDS encoders as
part of a large RBDS receiver demonstration at the January, 1993 Consumer
Electronics Show and at NAB's Convention in April, 1993. The RBDS displays were
designed to acquaint broadcasters with the benefits of this new technology.

DIgiti' Audio BroadcaUlng

To stay competitive with digital competitors, a critical first step for radio
will be the transition from analog to digital technology, and that means Digital Audio
Broadcasting, or DAB.

NAB believes that the best DAB option for AM and FM broadcasters, and
for the listening pUblic, is the development of in-band, on-channel (IBOC) DAB
systems. An in-band, on-channel solution offers broadcasters inexpensive entry into
DAB, while minimizing disruption and eliminating the need for new towers,
transmission sites, or frequency assignments. It also provides the clearest regulatory
path at the FCC.

While the success of in-band, on-channel development is still uncertain,
NAB is committed to a DAB solution that will make DAB worthwhile -- and which can
accommodate all existing FM and AM broadcasters.

Two key questions remain: How much will DAB cost and when will it get
here? Here are NAB's best estimates.

For the average FM station, the DAB cost is estimated to be somewhere
between $20,000 and $100,000 -- with most stations falling between $20,000 and
$50,000. The difference will come down to how much of the station's current
operations are in digital. The transmitter alone will cost about $20,000. For AM
stations, the cost will likely be higher. USA Digital -- a leading DAB proponent -
believes the cost for AM stations will be as high as $150,000.

Because of these significant costs, and due also to the precarious
financial condition of the radio industry, radio stations will need to find significant
sources of capital to provide DAB to listeners. DAB also will provide broadcasters with
the opportunity to offer additional digital data services over their DAB facilities. These
services promise to provide new sources of revenue for radio broadcasters -- using no
new spectrum for these additional broadcast and non-broadcast services.
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High DItInblon Ttlevllion

For television broadcasters, the big issue for the next few years will be
HDTV - High Definition Television.

The FCC has determined that HDTV will benefit the public, and that
existing television broadcasters should be the first ones eligible for HDTV licenses. In
addition, current FCC policy is that existing television licensees will continue to
broadcast the current NTSC system on existing channels, and a second new channel,
or so-called simulcast channel, will be used to transmit HDTV.

While the FCC proposes to restrict the eligibility for HDTV frequencies to
existing television broadcasters, it does seem that the spectrum for HDlV services will
not be set aside forever. The FCC is interested in the eventual, full conversion from
NTSC to HDTV, with stations surrendering one of their 6 megahertz channels within 15
years from the time an HDTV standard is set.

Under the FCC's current plan, a broadcaster will have three years to
apply for the HDTV channel and three years to construct the new HDTV-capable
facility. If a station does not apply and construct the new HDTV facility, it will lose the
option to do so in the future, and will need to sign off the air 15 years after the
standard is established.

The FCC also proposes to require TV broadcasters to simulcast 50
percent of their NTSC programming on the HDlV station beginning one year after the
end of the application/construction period; and to move to 100 percent simulcasting
three years after construction is completed.

ATV systems -- now all digital -- have been tested at the Advanced
Television Test Center (ATTC). In February of this year a special technical panel of
the FCC's Advisory Committee on Advanced TV 8ervice reviewed these test results.
None of these systems was judged superior nor inferior on the whole, and each of the
proponents has indicated that improvements have been made since leaving the test
laboratory.

The big HDTV news is the recent merger of seven proponents into what
is being called a -Grand Alliance.- The Grand Alliance partners include General
Instrument Corp., MIT, Zenith Electronics, AT&T, Thompson Consumer Electronics,
North American Philips, and the David Sarnoff Research Center.

In effect, the proponents have agreed to produce a new, hybrid system
that would combine the best elements of the proponents' systems. The ATTC
apparently will not retest separate systems but will test the Grand Alliance system
when it is ready, probably in the spring of 1994. The Grand Alliance system reportedly
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will be configured to facilitate interoperability among broadcasting, cable, computer
and telecommunications technologies.

Regarding HDlV costs for broadcasters, in 1990 both CBS and PBS
conduded studies on station HDlV conversion costs. The CBS and PBS studies
modelled the HDlV transition as taking place in several well-defined stages or phases.
CBS, for example, identified the following phases that would be gradually
implemented:

Phase A -- Network pass-through
Phase B - Local commercial insertion
Phase C -- Playback of syndicated programs
Phase D - Local origination of programs
Phase E -- Complete conversion of station plant
Phase F - Local ENG capability

In 1993, the Economics Working Party of the FCC Advisory Committee
defined a ''transitional- AlV station. The idea was to come up with a realistic model of
ATV broadcast station that starts out with minimal HOlV capabilities, but also has the
ability to upgrade or expand. The transitional station could pass through network or
syndicated program sources and would have the ability to upgrade easily to more
extensive AlV operations -- basically the first two phases in the CBS study.

NAB commissioned a study on HOlV costs, which was released this
past April, called The NAB 1993 Guide to HDIV Implementation COsts. The estimated
cost for operating a transitional station, based on average equipment expenses,
ranged from about $1.9 million to $2.2 milHon, depending on the transmission system
configuration. There are many assumption built into this cost estimate, such as
already having adequate space and support facilities, such as power and air
conditioning; and, that the station already owns its own tower and there is enough
space on the tower for a new antenna and only strudural reinforcement of the tower is
required, among other considerations.

Higher HOIV conversion costs would come from originating programs,
including news operations. CBS and PBS both estimated total conversion costs at
about $10 - $12 million. However, when you begin considering studio operations, the.
variations in cost are significant, depending on the extent of operations being planned.

Thus, for HOlV as well, the need for capital will be enormous. But, as
with radio's move to DAB, the move to digital transmission in HDlV will take lV
broadcasters into the digital age, where TV stations offering HDlV will be able to
provide a wealth of digital data services as well.
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If the American public is to receive these services from radio and lV
stations, then broadcasters will need to find sources of capital to allow them to
purchase new equipment and incorporate these new technologies. That is a goal for
all of us meeting today.

Attachment



RECENT FINANCIAL INFORMATION

ON TELEVISION AND RADIO STATIONS

1. Nearly 60% (58.6%) ofall radio stations lost money in 1991.

2. Over 64% of AM Fulltime and Daytime stations lost money in 1991. More than half

of AM Fulltime stations lost more than $19,000 and more than half of all AM Daytime

stations lost more than $16,107. One quarter of AM fulltime stations lost more than

$62,805.

3. Over 55% of FM stations lost money in 1991. More than half of FM standalone

stations lost more than $10,367. One quarter of FM standalone stations lost more than

$130,000.

4. Over 56% of AM/FM combinations lost money in 1991. More than half of these

combinations lost more than $15,978. One quarter of these combinations lost more

than $93,818.

5. Over one-quarter of all affiliated (with the 3 major television networks) stations lost

more than $477,959 in 1991. Many of these affiliates losing money are in the smallest

markets, i.e., ADIs 100+, though some are in the mid-sized markets, e.g., ADIs 31-70,

where one quarter of all affiliates lost money.

6. One half of all independents lost more than $314,795 in 1991, with one quarter losing

more than $1.6 million. Once you move out of the top ADIs the average independent

loses substantial amounts, e.g., $661 thousand in ADIs 21-40.

7. One half of all UHF stations (affiliates and independents) lost money more than $268

thousand, with one quarter losing more than $1.4 million. The average UHF station

lost $525 thousand.

Source: 1992 NABjBCFM Radio and Television Financial Reports


